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GAO

United States
General Accounting Office
Washington, D.C. 20548

Resources, Community, and
Economic Development Division

B-272351

July 15, 1996

The Honorable Richard H. Baker

Chairman, Subcommittee on Capital Markets,
Securities and Government-Sponsored Enterprises

Committee on Banking and Financial Services

House of Representatives

Dear Mr. Chairman:

This report is in response to your April 1996 request for information describing
the characteristics of the U.S. Department of Agriculture's (USDA) rural
lending programs. In particular, you asked us to (1) identify and summarize
the purposes of each of USDA's rural loan programs and (2) provide basic
financial information on the size and condition of the programs, including
outstanding loan principal, delinquent debt, the level of USDA's authority to
make loans, and federal subsidy costs. This report focuses on those rural
credit programs in which USDA made loans in fiscal years 1994 and/or 1995,
had the authority to make loans in its approved fiscal year 1996 appropriation
act, or had requested the authority to make loans in its fiscal year 1997
appropriation request.

In summary, we found the following:

— USDA operates 20 programs that provide direct and/or guaranteed loan
assistance in five areas—farming, rural housing, rural community
development, rural utilities, and rural businesses. In addition, legislation
enacted in early 1996 authorizes USDA to operate three new credit
progrars in these areas and expands the operation of an existing loan
program.

— As of September 1995, cutstanding loan principal in the 20 operating

programs totaled about $95.8 billion. Loans in the rural housing and
utilities areas accounted for about 80 percent of this amount.
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— As of September 1995, delinquent borrowers accounted for about
$8.6 billion, or 9 percent, of the total outstanding principal in USDA's rural
loan programs. The direct farm loan programs had the largest percentage
of debt held by delinquent borrowers—almost 38 percent. However, these
delinquency figures may understate the total risks associated with USDA's
rural lending programs because they do not include an unknown amount
of debt held by borrowers who are shown in USDA's records as being
current on repayments but who have had the terms and conditions of their
loans restructured because of past repayment difficulties.

— For fiscal year 1996, USDA has the authority to make or guarantee loans
under these programs amounting to almost $9.1 billion, and it has
requested lending authority of slightly over $10.9 billion for fiscal year
1997.

— The federal subsidy costs for these loan programs—interest rate subsidy
plus anticipated losses—total $725 million for loans to be made in fiscal
year 1996. USDA has requested a $545 million subsidy for fiscal year 1997
loans.

Enclosure I contains two tables. The first summarizes information on each of
USDA's rural lending programs, including the purpose of the loan; intended
beneficiary; type of loan—direct and/or guaranteed; and terms and interest
rates. The second describes the new and expanded programs that result from
recent legislation. Enclosure II contains three tables that provide financial
information on the individual programs, including total outstanding principal
and delinquency levels at the end of fiscal year 1995, loan authority for fiscal
year 1996 and the level requested for fiscal year 1997, and subsidy costs.

AGENCY COMMENTS

-We provided a draft of this report to USDA and met with agency officials to
obtain their comments. These officials included the Acting Deputy
Administrator of Business Programs, the Director of the Loan Making Division
for farm loans, the Acting Director of the Single Family Housing Division, and
others. In addition, we discussed the report with the Deputy Director of the
Budget Division in the Rural Development mission area. The USDA officials
generally agreed with the material contained in the report and offered
technical corrections and suggestions for clarifying the report. We made these
corrections and incorporated these suggestions as appropriate.
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SCOPE AND METHODOLOGY

We compiled the information in this report primarily from USDA's budget
documents, program financial records, and discussions with agency officials.
We identify the sources for this information in each of the enclosures. Our
work was performed from April through June 1996 in accordance with
generally accepted government auditing standards. We did not verify the
accuracy of the information contained in the Department's documents and
reports.

We are sending copies of this report to the House Committees on Agriculture
and on Appropriations; Senate Committees on Agriculture, Nutrition, and
Forestry and on Appropriations; the Secretary of Agriculture; and the Director,
Office of Management and Budget. We will also make copies available to
others upon request.

Please contact me at (202) 512-5138 if you or your staff have any questions.

Sincerely yours,

TCALAL (P 2L

Robert A. Robinson
Director, Food and
Agriculture Issues

Enclosures - 2
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ENCLOSURE I

ENCLOSURE 1

Table 1.2: Credit Programs Authorized in Recently Enacted Legislation

Credit program

General description

Distance learning and
telemedicine loans

P.L. 104-127 (Apr. 4, 1996) provides for direct loans to be made to
assist rural borrowers in making telecommunications and data
linkages available. This new credit authority is an expansion of
current grant authority.

National Sheep Industry
Improvement Center
loans

P.L. 104-127 provides for direct loans to be made to public, private,
and cooperative entities, including Indian tribes, nonprofit
organizations, and public or quasi-public agencies, for promoting the
development of the U.S. sheep and goat industries.

Rural Community
Advancement Program
loans

P.L. 104-127 allows various USDA grant funds to be used in a
leveraging mechanism that provides for loan guarantees.

Specifically, USDA is authorized to guarantee loans made by eligible
public entities for financing rural development projects with grant
funds. The guarantee can be for up to 5 times the amount of a grant
made to a state under the program. Through the business and
industry program, USDA is also authorized to provide guarantees on
loans for rural venture capital demonstration projects.

Multifamily rental housing
loans

P.L. 104-120 (Mar. 28, 1996) allows loan guarantees to be provided
to commercial lenders on loans made to nonprofit organizations,
for-profit entities, and public bodies for supplying rental housing in
rural areas for low- to moderate-income families whose incomes do
not exceed 115 percent of an area's median income. This is an
expansion of the current direct loan authority in the multifamily rental
housing program.

Source: P.L. 104-127 and P.L. 104-120, and discussions with USDA officials.
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ENCLOSURE II ' ENCLOSURE I

FINANCIAL INFORMATION ON USDA'S RURAL CREDIT PROGRAMS

This enclosure provides financial information on the individual rural credit programs,
including total outstanding principal and delinquency levels at the end of fiscal year 1995,
loan authority for fiscal year 1996 and the level requested for fiscal year 1997, and subsidy
costs.

Table Il.1: Amount of USDA's Outstanding Loans at the End of Fiscal Year 1995 and Repayment
Status

Dollars in millions

Outstanding principal
Held by delinquent

borrowers Held by current borrowers

Loan program® Total Amount Percent Amount Percent
" Farm loans’

Farm ownership
Direct° $4,686.3 | $1,151.9 24.6 $3,534.4 75.4
Guaranteed 2,692.7 83.4 3.2 2,509.3 96.8
Farm operating
Direct 2,702.5 1,032.2 38.2 1,670.3 61.8
Guaranteed 3,321.0 130.7 3.9 3,190.3 96.1
Emergency disaster 3,046.3 1,785.3 58.6 1,261.0 41.4
Indian tribe land acquisition 73.5 54 7.3 68.1 92.7
Total farm loans
Direct $10,508.6 $3,974.8 37.8 $6,533.8 62.2
Guaranteed $ 59137 $ 2141 3.6 $5,699.6 96.4
Housing loans”
Single-family housing
Direct 18,256.1 3,172.4 17.4 15,083.7 82.6
Guaranteed 2,127.2 60.4 2.8 2,066.8 g97.2
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ENCLOSURE II ENCLOSURE II

Outstanding pfincipal
Held by delinquent
borrowers Held by current borrowers
Loan program’ Total Amount Percent Amount Percent
Multifamily rental housing 11,5159 262.2 2.3 11,253.7 97.7
Very-low-income housing
repair 93.8 6.2 6.6 87.6 93.4
Farm labor housing 178.4 11.0 6.2 167.4 93.8
Housing site 0.1 0.1 85.0 <0.1 15.0
Self-help housing land
development 0 0 0.0 0 0.0
Total housing loans
Direct $30,044.3 $3,451.9 11.5 $26,592.4 88.5
Guaranteed $2,127.2 $ 60.4 2.8 $ 2,066.8 97.2
Community loans
Community facilities
Direct 1,066.1 37.0 3.5 1,029.1 96.5
Guaranteed 81.2 1.4 1.7 79.8 98.3
Electricity and
telecommunications loans
Rural electric
Direct 11,969.8 29.6 0.2 11,840.2 99.8
Guaranteed 23,123.8 658.5 2.8 22,465.3 97.2
Rural telecommunications
Direct 3,448.2 0 0.0 3,448.2 100.0
Guaranteed 304.3 0 0.0 304.3 100.0
Rural Telephone Bank 1,531.7 0 0.0 1,531.7 100.0
Total electric and
telecommunications loans
Direct $16,949.7 $ 29.6 0.2 $16,920.1 99.8
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ENCLOSURE II ENCLOSURE II

Outstanding pfincipal
Held by delinquent

borrowers Held by current borrowers
Loan program’ Total Amount Percent Amount Percent
Guaranteed $23,428.1 $658.5 2.8 $22,769.6 97.2
Water and waste disposal loans
Water and waste disposal
Direct 4,511.5 39.5 0.9 4,472.0 99.1
Guaranteed 71 0 0.0 71 100.0
Business and industry and
rural development loans
Business and industry
Direct 5.0 0 0.0 5.0 100.0
Guaranteed 990.1 150.7 15.2 839.4 84.8
Rural development
intermediary relending 138.1 0 0.0 138.1. 100.0
Rural economic '
development 38.6 o 0.0 38.6 100.0
Total business and industry
and rural development loans
Direct $181.7 $ 0 0.0 $181.7 100.0
Guaranteed $990.1 $150.7 15.2 $839.4 84.8
USDA total
Direct $63,261.9 $7,532.8 11.9 $55,729.1 88.1
Guaranteed $32,547.4 $1,085.1 3.3 $31,462.3 96.7

Note: Outstanding debt held by delinquent borrowers represents only part of the risk associated
with a loan program. Additional risk exists with loans that have been restructured because of
repayment difficulties but that are either current on repayment or that have not had payments due;
in some USDA loan programs, the extent of restructuring has been considerable.
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ENCLOSURE I ENCLOSURE I

aExcludes loan programs in which USDA no longer makes loans but under which it still has
outstanding loans in its portfolio, such as economic emergency farm loans. Also, excludes
outstanding loans to nonprogram borrowers, such as assumptions.

PUSDA does not report a breakout of outstanding debt resulting from the credit sales of farm and
housing inventoried properties; rather, such outstanding debt is included in its outstanding direct
loan debt for the program covering the type of property involved. For example, outstanding debt
on the credit sales of farm properties is included in the farm ownership direct loan program and

P, amloma Al alew il Locaat cem iom e e s m -~ et

outstanding debt on the credit sales of single-family housing properties is included in the singie-
family housing direct loan program.

°Includes soil and water loans.

Source: Extracted from variéﬁs USDA financial reports;-Report Code(s) 7616, 4067, and R5001-A;
financial schedules; or received from USDA officials.

Table 11.2: USDA's Loans in Fiscal Years 1994-95, Loan Authority for Fiscal Year 1996, and Loan
Authority Request for Fiscal Year 1997

Dollars in millions

FY 94 loans | FY 95 loans FY 96 loan | FY 97 requested
Loan program made made authority* authority”
Farm loans
Farm ownership
Direct $ 85.2° $ 56.9 $ 60.0 $ 50.0
Guaranteed 543.7° 559.9 550.0 650.0
Farm operating
Direct 651.0 437.9 550.0 4451
Guaranteed 1,300.1 1,378.3 1,900.0 2,000.0
Emergency disaster 145.7 68.8 100.0 0]
Indian tribe land
acquisition 0.7 0.6 0.8 1.0
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ENCLOSURE II ENCLOSURE II
FY 94 loans | FY 95 loans FY 96 loan | FY 97 requested
Loan program made made authority® authority”
Credit sales 67.4 0 0 50.0
Total farm loans
Direct $950.0 $564.2 $710.8 $546.1
Guaranteed $1,843.8 $1,938.3 $2,450.0 $2,650.0
Housing loans .
Single-*amily housing |
|| Direct 1,657.7 933.9 1.000.0 1.320.0 I
Guaranieed 725.9 1,048.8 1.700.0 2.300.0 §
Multifamily rental housing 512.4 183.3 150.0 184.3
Very-low-income housing
repair 25.2 29.5 35.0 35.0
Farm labor housing 15.7 15.1 15.0 16.5
Housing site 0.1 <0.1 0.6 0.6
Self-help housing land
development 0 <0.1 0.6 0.6
Credit sales 123.4 0 0 75.0
Total housing loans
Direct $2,334.5 $1,161.8 $1,201.2 $1,632.0
Guaranteed $ 725.9 $1,048.8 $1,700.0 $2,300.0
Community loans
Community facilities
Direct 163.1 176.1 200.0 200.0
Guaranteed 30.0 51.1 75.0 100.0
Electricity and
telecommunicatiop_s_ _Io_qns
Jura’ eiecric
Diract 518.0 . 61C.5 ; 615.0 725.0 1
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ENCLOSURE I ENCLOSURE 11

FY 94 loans | FY 95 loans FY 96 loan | FY 97 requested

Loan program made made authority® authority®

Guaranteed 269.8 300.0 300.0 400.0

Rural telecommunications

Direct 268.3 290.5 370.0 375.0

Guaranteed 59.7 119.4 120.0 120.0

Rural Telephone Bank 199.8 175.0 175.0 175.0

Total electric and

telecommunications loans

Direct $986.1 $1,076.0 $1,160.0 $1,275.0

Guaranteed $329.5 $ 4194 $ 4200 $ 5200

Water and waste disposal

loans

Water and waste disposal

Direct 7156.5 827.9 546.5 800.0

Guaranteed 5.2 0 50.0 0

Business and industry and

rural development loans

Business and industry

Direct 0 0 0 50.0

Guaranteed 249.6 423.6 500.0 750.0

Rural development

intermediary relending 77.4 85.2 37.5 80.0

Rural economic

development 13.5 12.3 12.9 14.0

Total business and industry

and rural development loans

Direct $90.9 $ 975 $ 504 $144.0

Guaranteed $249.6 $423.6 $500.0 $750.0
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ENCLOSURE I ENCLOSURE II

FY 94 loans | FY 95 loans FY 96 loan FY 97 requested
Loan program made made authority® authority”
USDA total
Direct $5,240.1 $3,903.5 $3,868.9 $4,597.1
Guaranteed $3,184.0 $3,881.2 $5,195.0 $6,320.0

*The fiscal year 1996 loan authority is the level in USDA's fiscal year 1996 appropriation act; it
does not reflect changes that may have occurred in the subsidy rate that would, in turn, change
the supportable loan level. For example, in some programs, such as the business and industry
guaranteed loan program, the supportable loan level is higher than the appropriation loan level
because the subsidy rates for the programs decreased. Also, the fiscal year 1996 loan authority
does not include loan authority resulting from supplemental appropriations.

*The fiscal year 1997 requested authority is the level USDA requested in its fiscal year 1997
budget request to cover those programs in which it was authorized to make loans; it does not
include a loan level for proposed legislative changes to programs, such as using guaranteed
single-family housing loans for refinancing direct single-family housing loans, or for proposed new
programs, such as the one providing distance learning and telemedicine loans. For example,
USDA proposed a $125 million loan level and a $2 million subsidy level for distance learning and
telemedicine loans; however, as shown in table 1.2, USDA did not have the statutory authority to
make such loans until the enactment of the Farm Bill (P.L. 104-127, Apr. 4, 1996). Additionally,
the provisions of the Farm Bill will result in changes to the loan and subsidy levels requested for
some of the programs, such as direct and guaranteed loans in the community facilities program,
direct loans in the water and waste disposal program, and guaranteed loans in the business and
industry program.

‘Includes $3.2 million in direct and $0.9 million in guaranteed soil and water loans.

Source: USDA, Budget Explanatory Notes for Committee on Appropriations, fiscal years 1996
and 1997.
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ENCLOSURE II ENCLOSURE II

Table [1.3: USDA's Approved Subsidy for Fiscal Year 1996 Loans and Subsidy Request for Fiscal
Year 1997 Loans

Dollars in millions

FY 96 subsidy® FY 97 subsidy request’

As a percentage As a percentage
Loan program Amount | of loan authority® Amount | of loan authority*
Farm loans
Farm ownership
Direct $14.0 23.4 $5.9 11.8
Guaranteed 20.0 3.6 26.1 4.0
Farm operating
Direct 75.2 13.7 59.2 13.3
Guaranteed 36.3 1.9 42.9 2.1
Emergency disaster 32.1 32.1 o° 0.0
Indian tribe land
acquisition 0.2 27.5 0.1 5.4
Credit sales o° 0.0 5.1 10.1
Total farm loans®
Direct ' $121.5 171 $70.2 129
Guaranteed $ 56.3 23 $68.9 26
Housing loans
Single-family housing
Direct 145.3 14.5 109.6 8.3
Guaranteed 34 0.2 6.2 0.3
Muitifamily rental
housing 82.0 54.7 91.1 49.4
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ENCLOSURE I ENCLOSURE II

FY 96 subsidy® FY 67 subsidy request’
As a percentage As a percentage

Loan program Amount | of loan authority® Amount | of loan authority®
Very-low-income
housing repair 14.2 40.6 11.1 31.7
Farm labor housing 8.6 57.5 7.6 45.9
Housing site 0 0.0 0 0.0
Self-help housing land
development <0.1 5.1 <0.1 2.8
Credit sales o¢ 0.0 6.1 8.1
Total housing leans
Direct’ $250.2 20.8 $225.4 13.8
Guaranteed $ 34 0.2 $ 6.2 0.3
Community loans
Community facilities
Direct 34.9 17.4 14.9 7.4
Guaranteed 3.6 4.7 0.4 0.4
Electricity and
telecommunications loans

i| Rural e'ectric

it Direct 78.0 12.7 35.¢ 5.0
Guaranteed 2.5 0.8 3.7 0.9
Rural
telecommunications
Direct 14.0 3.8 1.3 0.3
Guaranteed 0 0.0 0 0.0
Rural Telephone Bank 5.0 2.8 2.3 1.3
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ENCLOSURE II ENCLOSURE II

FY 96 subsidy® FY 97 subsidy request’

As a percentage As a percentage
Loan program Amount | of loan authority® Amount | of loan authority®
Total electric and
telecommunications
loans
Direct’ $97.1 84 $39.5 31
Guaranteed $25 0.6 $37 0.7
Water and waste
disposal loans
Water and waste
disposal
Direct 123.0 22.5 68.6 8.6
Guaranteed 0 0.0 0° 0.0
Business and industry
and rural development
loans
Business and industry
Direct o° 0.0 0 0.0
Guaranteed 6.4 1.3 7.1 0.9
Rural development \
intermediary relending 22.4 59.7 36.9 46.2
Rural economic
development 3.7 28.0 31 221
Total business and
industry and rural
development foans
Direct $26.1 51.8 $40.0 278
Guaranteed $64 1.3 $71 0.9
USDA total
Direct $652.8 16.9 $458.6 10.0
Guaranteed® $723 14 $ 86.3 1.4
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ENCLOSURE II ENCLOSURE II

*The fiscal year 1996 subsidy is the level in USDA's fiscal year 1996 appropriation act; it does not
include any additional subsidy resulting from supplemental appropriations.

*The fiscal year 1997 subsidy request is the level USDA requested in its fiscal year 1997 budget
request; it does not include a subsidy for proposed legislative changes to programs or for
proposed new programs. Additionally, the provisions of the Farm Bill will result in changes to the
subsidy levels for some of the programs.

‘Percentage based on whole numbers.

‘Because there was no loan authority approved for fiscal year 1996 or requested for fiscal year
1997 (as shown in table 11.2), there is no associated subsidy.

*Totals may not add because of rounding.

Source: USDA, Budget Explanatory Notes for Committee on Appropriations, fiscal year 1997.

(150426)
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